
STATE OF ARKANSAS 
 

SECURITIES DEPARTMENT 
 
______________________________ 
 
IN THE MATTER OF         ORDER NO. C-03-018-03-OR01 
 
 
CHOICE ONE MORTGAGE                      APPLICANT 
______________________________ 
 

ORDER DENYING REGISTRATION APPLICATION 
 
 On or about February 3, 2003, the Arkansas Securities Department received an 

application for registration as a mortgage loan company and loan broker from Choice 

One Mortgage, Inc. (hereinafter referred as the “Applicant”).  The staff of the Arkansas 

Securities Department (hereinafter referred as the “Securities Department staff”), has 

reviewed the application of the Applicant, and its supporting documentation.  The 

Securities Department staff has recommended denial of the Applicant’s request for a 

registration certificate. 

FINDINGS OF FACT 

1. On or about February 3, 2003, the Applicant submitted its application for 

registration as a mortgage loan company and loan broker to the Arkansas 

Securities Department.  The application was provided on a form furnished to the 

Applicant by the Arkansas Securities Department. 

2. The application was signed by Larry Yates, as President of the company.  The 

application was dated by Mr. Yates on December 12, 2002, and witnessed by 

Julie M. Oster, a notary public in Maricopa County, Arizona. 
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3. Page one (1) of the application furnishes the Applicant with instructions and 

general information on completing the form.  Paragraph two (2) of page one (1) 

reads in pertinent part:  “In the event a particular question is inapplicable, enter 

N/A in the space provided.” 

4. On page four (4) of nine (9) of the application, section 3 requests certain 

documentation.  The specific language of the request at issue reads as follows: 

Attached as Exhibit “G” is a disclosure of any action or proceeding, 
civil or criminal, judicial or administrative, complete or in process, 
against the Applicant. 

 
5. In its response to the disclosure request described in paragraph four (4) above, 

the Applicant wrote “N/A”. 

6. An independent auditor’s report was submitted with the application.  The 

auditor’s report contained the following:  (1) table of contents; (2) a letter from 

L.Z. Buttrum, CPA; (3) a comparative balance sheet for the periods ending June 

30, 2002 and December 31, 2001; (4) statement of income and retained 

earnings; (5) statement of cash flow; (6) statement of changes in stockholder’s 

equity; (7) financial notes; and (8) supplemental information, including general 

administrative expenses. 
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7. The notes to financial statements are, for the most part, narrative in form.  The 

notes occupy four (4) typewritten pages and are organized under the following 

headings: 

Note 1-Summary of Significant Accounting Policies 
General 
Revenue & Cost Recognition 
Depreciation & Amortization 
Income Taxes 

Note 2-Accounts Receivable 
Note 3-Prepaid Rent 
Note 4-Lease Agreements 
Note 5-Property and Equipment 
Note 6-Concentration of Credit Risk 
Note 7-Deposits 
Note 8-Organizational Costs 
Note 9-Accounts Payable 
Note 10-Short Term Debt 
Note 11-Long Term Debt 
Note 12-Equity 
Note 13-Cash and Cash Equivalents 
Note 14-Compliance by Regulated Agencies 
Note 15-Subsequent Events 
Note 16-Related party Transactions 

 
It should be noted that page nine (9) of the Financial Notes was 
apparently omitted in error by the Applicant in its registration application.  
Page nine (9), containing Notes 7 through 13, was subsequently obtained 
directly from L.Z. Buttrum, C.P.A. 

 
8. Note 14, under the heading “Compliance by Regulated Agencies”, summarizes 

regulatory deficiencies noted by the U.S. Department of Housing and Urban 

Development (hereinafter referred to as “HUD”). 
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9. Note 15, under the heading “Subsequent Events”, contains an admission that as 

a result of an examination, The Arizona State Banking Department found that the 

Applicant had violated laws, rules or orders of the Department, and imposed a 

civil penalty against the Applicant in the sum of $25,000.00. 

10. In a letter dated February 4, 2003, Securities Department staff notified the 

Applicant that the application contained certain deficiencies.  The Securities 

Department letter reads in pertinent part: 

“The information required in item no. 3 Exhibit “G”.  Exhibit “G” 
submitted with the application reflects an answer of “N/A”.  
However, the Notes to the Financial Statements submitted with the 
application reflected administrative actions by HUD and the 
Arizona State Banking Department.  Please provide the 
Department with the information required by Exhibit “G”. ” 

 
11. The Applicant responded to the February 4 letter on February 12, 2003.  

Included within the February 12 letter was a letter dated November 21, 2001 

from HUD.  This letter indicated that the Applicant had resolved the HUD 

regulatory deficiencies. 

12. Also included within the February 12 letter was a copy of an Order to Cease and 

Desist issued by the Arizona State Banking Department on September 30, 2002.  

The Order stated that an examination regarding the mortgage broker business of 

the Applicant and its President, Mr. Gates, found fourteen (14) regulatory 

violations and ordered certain conduct.  In the Order, the Arizona Superintendent 

of Banks fined the Applicant $25,000.  The Arizona Cease and Desist Order is 

attached hereto as Exhibit “A”. 
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13. The Applicant’s February 12, 2003 letter contains a document entitled “Exhibit 

G”.  “Exhibit G” reads, “Regarding AZ State Banking Department, they show us 

as being licensed and they do not send letters of audit issues being resolved.  

However, they have been satisfied, as the financial Note No. 15 indicates.” 

14. The Arizona State Banking Department has informed Securities Department staff 

that audits are normally conducted of mortgage loan companies within one year 

of the date of an order citing violations, and that compliance is determined by the 

follow up audit. 

CONCLUSIONS OF LAW 

15. The Arkansas Securities Commissioner (hereinafter referred as “the 

Commissioner”) shall exercise general supervision and control over mortgage 

loan companies and loan brokers doing business in Arkansas. Ark. Code Ann. § 

23-39-201. 

16. It is unlawful for any person to transact business in Arkansas, either directly or 

indirectly, as a mortgage loan company without first filing an application with and 

obtaining a registration certificate from the Commissioner. Ark. Code Ann. § 23-

39-301. 

17. Each verified application for registration or renewal shall be filed in writing with 

the Commissioner and contain, among other things, disclosure of any action or 

proceeding, civil or criminal, judicial or administrative, completed or in process 

against the applicant.  Ark. Code Ann. § 23-39-302(7). 
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18. The Commissioner may reject, suspend, or revoke any registration when the 

applicant or registrant does not conduct his business in accordance with law or 

has violated any provision of the Arkansas Mortgage Loan Companies and Loan 

Brokers Act. Ark. Code Ann. § 23-39-307(3). 

19. The Commissioner may also reject, suspend, or revoke any registration when 

the applicant or registrant has knowingly made or caused to be made to the 

Commissioner any false representation of material fact, or has suppressed or 

withheld from the Commissioner any information which the applicant or registrant 

possesses and which, if submitted by him, would had rendered the applicant or 

registrant ineligible to be registered under this act. Ark. Code Ann. § 23-39-

307(8). 

OPINION 

20. This matter is properly before the Commissioner pursuant to Ark. Code Ann. § 

29-39-201. 

21. The Applicant submitted its application for registration as mortgage loan 

company and loan broker to the Arkansas Securities Department on or about 

February 3, 2003.  The application was signed by Larry Yates, as President of 

the company.  The application was dated by Mr. Yates on December 12, 2002, 

and duly verified by Julie M. Oster, a notary public in Maricopa County, Arizona. 

22. The application form furnished by the Arkansas Securities Department requests 

disclosure of “any action or proceeding, civil or criminal, judicial or administrative, 

complete or in process, against the applicant”. 
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23. In its response to the request for disclosure referenced in paragraph 22 above, 

the Applicant indicated “N/A”, meaning, in accordance with the instruction sheet, 

not applicable. 

24. Audited financial statements of the Applicant must be submitted to the 

Commissioner with the Applicant’s application.  The audited financial statements 

must be prepared by an independent certified public accountant accompanied by 

an opinion acceptable to the Commissioner as of a date not more than twelve 

(12) months preceding the application date. Ark. Code Ann. 23-39-302(5). 

25. The audited financial statements submitted by the Applicant is comprised of ten 

(10) pages, and a one (1) page supplement.  Notes fourteen (14) and (15), found 

on page ten (10) of the audited financial statements, give rise to the concern 

addressed in this Opinion and Order.  Note fourteen (14), entitled “Compliance 

by Regulated Agencies” is a disclosure of violations of certain regulations of the 

U.S. Department of Housing and Urban Development.  When contacted by the 

Arkansas Securities Department, the Applicant furnished a letter from the U.S. 

Department of Housing and Urban Development which appears to indicate that 

the Applicant is now in compliance with said regulations.  Nonetheless, the 

disclosure in Note fourteen (14) contradicts and is irreconcilable with the 

representation made in the application. 
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26. Note fifteen (15), entitled “Subsequent Events”, contains a separate disclosure.  

The Commissioner finds the disclosure in Note fifteen (15) to be particularly 

disturbing.  Note fifteen (15), (Subsequent Events) reflects that on September 

30, 2002, the Arizona State Banking Department, after an examination, found 

that the Applicant had violated laws, rules, or orders of that department.  A 

$25,000 penalty was ordered. 

27. The Commissioner has reviewed the Findings of Fact contained within the 

Arizona State Banking Department Cease and Desist Order.  The Commissioner 

finds that these violations are serious in nature.  The violations, enumerated fully 

in paragraphs 4(a) through 4(n) of the Arizona Order, (see Exhibit “A”) reflect, a 

disregard for the state regulatory scheme, including misrepresentations.  The 

Commissioner, relying upon the Arizona Order to which the Applicant consented, 

finds that the Applicant has failed to conduct its business in accordance with law 

and that registration in Arkansas should be denied pursuant to Ark. Code Ann. § 

23-39-307(3).  The Commissioner finds that any future applications submitted by 

the Applicant to the Arkansas Securities Department may be considered, and 

that the Applicant’s compliance with the Arizona Cease and Desist Order shall 

be given substantial weight in making a determination on the registration 

application. 
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28. Applications for registration in Arkansas must contain disclosure of any civil, 

criminal, judicial, or administrative actions or proceedings against the applicant, 

whether the action or proceeding is completed or in process.  Ark. Code Ann. § 

21-39-302(7).  The Commissioner finds the manner in which disclosure was 

made by the Applicant to be questionable, at best.  The Applicant’s application, 

standing alone, represents that there have been no regulatory proceedings or 

actions against the company.  The regulatory action taken by the Arizona State 

Banking Department was discovered only upon a careful reading of the Notes to 

the Financial Statement, under the title “Subsequent Events”.  The 

Commissioner finds that the Applicant’s response in its application was a 

misrepresentation of material fact.  The Commissioner declines to find that the 

misrepresentation was willful.  However, the Commissioner admonishes the 

Applicant to pay close and careful attention to any application for registration 

submitted to the Arkansas Securities Department in the future.  It is unlawful for 

any person to make or cause to be made, in any document filed with the 

Securities Commissioner or at any proceeding under the Arkansas Mortgage 

Loan Companies and Loan Brokers Act, any statement which is, at the time and 

in light of the circumstances under which it is made, false or misleading in any 

material respect.  Ark. Code Ann. § 23-39-104.  Any person who willfully 

violates Ark. Code Ann. § 23-39-104 knowing the statement to be false or 

misleading in any material respect shall be guilty of a Class B Felony.  Ark. 

Code Ann. § 23-39-103(a).  A Class B Felony, in Arkansas, is punishable by not 
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less than five (5) years and not more than twenty (20) years imprisonment.  Ark. 

Code Ann. § 5-4-401(3). 

ORDER 

IT IS HEREBY ORDERED that the Applicant’s application for registration as a 

mortgage loan company and loan broker be denied.  Any subsequent applications for 

registration submitted by the Applicant to the Arkansas Securities Department may be 

considered.  The Applicant’s compliance with the Arizona Cease and Desist Order shall 

be given substantial weight in making a determination on a subsequent registration 

application.  The Commissioner reserves the right to deny any future registration 

application from the Applicant based upon any subsequent regulatory violations or other 

matters which may come to the attention to the Securities Department staff. 

The Applicant may contest this Order by requesting a hearing before the 

Commissioner.  Any requests for hearing must be made in writing within twenty (20) 

days of Applicant’s receipt of the Order Denying Registration Application.  If no hearing 

is requested within twenty (20) days, this Order shall become final. 

IT IS SO ORDERED: 

 

 MICHAEL B. JOHNSON 
ARKANSAS SECURITIES COMMISSIONER 

  
 May 7, 2003 
 Date 
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